DECOMPOSITION OF INCOME DISTRIBUTION AMONG FARM FAMILIES by Reddy, Wenkateshwar K. & Findeis, Jill L.
 
Decomposition of Income Distribution 
Among Farm Families 
Jill L. Findeis 
Venkateshwar K. Reddy 
The greater reliance of U.S. farm families on off-farm income has implications for the 
 (tructure of agriculture and the distribution of income within agriculture. Using annual data on 
iarm households from the Current Population Survey, the degree of income inequality for the x ,j5 and by region 
is assessed for 1984. The distribution of income among farm families is decomposed by income source. Off-farm 
income is shown to contribute to higher average "   incomes and reduce income inequality at the margin, but only 
in regions where full-time farming predominates. In the Northeast and South, increases in off-farm income 
increase regional income inequality. 
 
Decomposition of Income Distribution Among 
Farm Families 
 
Many farms in the U.S. continue to earn low net   
farm incomes. This result has occurred despite pro-
grams to control the supply of agricultural com-
modities in the U.S. and despite changes affecting 
the structure of agriculture that have led to signif-
icantly fewer farms over time. While some farm 
families leave agriculture in response to low or 
negative net farm incomes, many farmers choose not 
to exit agriculture altogether despite financial 
difficulties. Instead, it has been observed that many 
farm families continue to farm, but rely heavily on 
income from off-farm employment to provide an 
income supplement. Employment of farm family 
members in one or more off-farm jobs has allowed 
many small and medium-size farms to continue in 
operation. 
For all U.S. farm families, off-farm income has 
comprised an average 60 percent of farm family 
uicome since 1980. The greater reliance on off-farm 
income witnessed in recent years has resulted .in 
numerous studies attempting to define the de-
terminants of off-farm labor participation, the char-
jacteristics of off-farm jobs, and the role of off-farm 
Income in the farm family's income portfolio (e.g., 
ISumner; Huffman; Kada; and Tweeten; among oth- 
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Wmics, Pennsylvania State University. The authors gratefully acknowl-% 
the helpful comments made by Steven Smith, George McDowell, ™ger 
Beck and anonymous reviewers of the Journal. 
ers). Important policy issues have also been raised. 
Given the dual dependence of many farm families on 
both farm and off-farm incomes, it has been argued 
that in addition to traditional farm programs, rural 
development policies and programs facilitating rural 
nonfarm employment are needed (OECD). The 
principal beneficiaries of rural development policies 
that encourage off-farm employment would be farm 
families operating small or medium-size farms, i.e., 
those farms more likely to earn low or negative net 
farm returns. It has been argued that these farms, 
which represent the majority of farms operated in the 
U.S., are less likely to benefit from traditional 
commodity programs (Cochrane). 
To formulate appropriate policies to aid farm 
families, it is clear that an understanding of the 
composition of incomes earned by farm families is 
necessary. In addition, the potential impacts of 
changes in earnings from different sources should be 
understood, particularly in terms of the impacts on 
income distribution among farm families. Thus the 
principal objectives of this paper are (1) to assess the 
contributions of off-farm employment to the incomes 
of families that work off-farm and (2) to determine 
the distributional implications of income earned 
from off-farm employment for major regions of the 
U.S.: the Northeast, South, West and North Central 
regions.
1 Ahearn, Johnson, and 
1 The Northeast region includes the New England division and the Middle 
Atlantic division as defined by the Bureau of the Census. Similarly, the 
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Strickland showed that increasing off-farm incomes 
result in a more equal distribution of income among 
U.S. farm families, in general. This may or may not 
also be true at the regional level. It is reasonable to 
expect that regional differences in the effects of off-
farm labor income exist due to regional variations in 
the proximity and types of non-farm employment and 
in the character and structure of agriculture between 
regions. Hence, regional variations in the relative 
contributions (and distributions) of incomes from 
off-farm work and from farming may exist. 
This paper first examines the average contribu-
tions of incomes from farming and from off-farm 
employment for farm families in which both spouses 
are employed off-farm, families in which only one 
spouse has off-farm employment, and families with 
no off-farm work. The distribution of income among 
farm families is then analyzed for the U.S. in total 
and by region. The distribution of income within 
each region is decomposed by income source to 
determine the effects of increases in income from 
alternative income sources on regional income in-
equality. The focus is on the relative distributional 
effects of income from off-farm employment, and 
on the implications of these effects for policy. 
Variations in Farm Family Income 
The Current Population Survey (CPS) conducted 
monthly by the Bureau of the Census was used as a 
data source to examine the effects of earnings from 
alternative sources on the income porfolios of farm 
families. The CPS data include detailed income, 
employment, and demographic data for a sample of 
U.S. households, including farm households. 
Income data for farm families surveyed in the 1979 
or 1985 March CPS were used; incomes in the 1979 
and 1985 CPS refer to 1978 and 1984 earnings. 
Families with both spouses present that reported net 
farm income and residence on a farm were defined 
as farm families. 
The reported 1978 or 1984 incomes of these 
families were disaggregated into (1) net farm in-
come; (2) off-farm income from employment; (3) 
off-farm income from rent, dividends, interest, and 
other related off-farm sources; (4) government source 
income; and (5) "other income." Government source 
income in the CPS includes Social Security and 
railroad retirement payments, supplemental security 
income, and public assistance and welfare payments. 
"Other income" includes private pensions, 
and the West North Central division, the West includes the Mountain and 
Pacific divisions, and the South includes the East South Central, West South 
Central, and South Atlantic divisions. 
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alimony and child support, and other forms of a I 
tonomous income. Using these data, the relatjv 
effects of income from off-farm employment ann 
from operation of the farm are examined by lyzing 
the earnings of families with versus withou' off-
farm work. 
The Income Effects of Off-Farm Work 
When families are differentiated by degree of p^ 
ticipation in the off-farm labor market, significant 
income differences are found to exist. These dif-
ferences are apparent in Table 1 where comparisons 
are made between families in which both the farm 
operator and spouse work off-farm (dual earner) 
families in which only one spouse is employed off! 
farm (single earner), and those in which neither 
the farm operator nor spouse has off-farm employ-
ment (nonparticipants). 
In 1984, 31 percent of the families that farm in 
the U.S. were classified as dual earners, 40 percent 
as single earner families, and 29 percent as families 
with no off-farm work. Dual earner families earned 
the highest annual incomes, with income from off-
farm employment comprising almost 90 percent of 
total family income in 1984. Dual earner families, 
which are more common in the Northeast and South, 
averaged $31,010 in total income. In comparison, 
single earner families reported earning considerably 
less, an average $18,980 in 1984. Among single 
earner families, an average 58 percent of total 
family income was earned from off-farm employ-
ment and 28 percent from farming. On the basis 
of the CPS samples, families in which neither the 
operator nor spouse worked off-farm earned the 
lowest average total family incomes ($12,320). 
In contrast, the highest average net farm incomes 
were earned by full-time farm families in which 
neither the operator nor spouse worked off-farm. 
These families, which are most prevalent in the 
North Central region, earned an average $8,060 
from farming in 1984. This compares to $5,290 
average net farm income for single earner families, 
and only $1,760 for dual earners. 
These differences emphasize that families that 
farm in the U.S. are heterogeneous with respect to the 
sources of income relied upon to support the farm 
family. Some families continue to rely principally if 
not solely on farm-related income. Other families 
combine farm and nonfarm employment to generate 
adequate incomes. Some of these families depend 
almost solely on income from off-farm employment 
to support the family and _ the farm, while others 
depend heavily on the off-farm work of one spouse 
and the on-farm work of the other.  
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Table 1.    Selected Characteristics of U.S. Farm Families Differentiated by Participation in Off-
Farm Employment. 
  Dual  Earners Single Earner  Nonparti cipants
a
  1978  1984 1978 1984  1978 1984
Characteristics  n = 511  n « 369 n = 719 n - 470  n - 593 n -  345
      (dollars) 
Mean income             
Net farm income  2,505  1,760 6,468 5,285  9,106 8,062
Off-farm employment income
15  18,995  27,894 11,019 11,057  0 0
Other income
0  1,684  1,358 2,946 2,639  4,052 4,256





  (percent of total)
d 
 
Region of residence             
Northeast  31.40  33.82 45.35 36.76  23.26 29.41
North Central  25.43  28.98 37.16 39.70  37.41 31.32
South  32.09  36.21 39.05 39.66  28.86 24.14
West  26.33  29.69 44.08 40.61  29.59 29.69
Total U.S.  28.03  31.17 39.44 39.70  32.53 29.14
Residence in SMSA  20.55  18.97 15.86 11.28  11.64 11.88
a Neither farm operator nor spouse works off-farm. 
b Includes income earned as wages and salaries from off-farm employment and self-employment income from off-farm work. 
c Includes principally government transfer payments, pensions, rent, dividends, interest payments, and trust income. 
d Percentages for region of residence represent the farm families in each participation category as a percent of the total number 
of farm families in each region. Percentages for residence in an SMSA represent the percent of farm families in each participation 
category reporting residence in an SMSA. 
Data Source: Current Population Surveys (CPS), March 1979 and 1985. 
Distribution of Income Among Farm Families 
The total incomes of farm families are comprised of 
incomes earned from several sources, with net farm 
income and off-farm income from employment 
representing the principal components (See Table 1). 
It is likely that the incomes received from different 
sources are distributed differently across the 
population of farm families in the U.S. For example, 
government transfer payments may be principally 
paid to families in the lower income brackets, 
whereas dividends and interest income may be 
largely earned by higher income families. 
Differences may also exist between regions. This 
may be in part due to the extent of industrialization, 
particularly rural industrialization, within a region. 
The degree of industrialization may affect the ac-
cessibility and availability of off-farm employment 
opportunities for farm families, as well as the level 
of income earned off-farm. Families within a rea-
sonable commute of rural towns or even metro or 
suburban areas may be more likely to have off-farm 
work, although this relationship remains unclear 
when location variables are compared across studies 
(Findeis, Hallberg and Lass). In addition, the size 
distribution of farm operations and the 
prevalence of certain enterprises or enterprise mixes 
within regions may also influence the amounts of 
income from alternative sources, specifically from 
off-farm employment (OECD). Enterprises (e.g., 
dairy) that constrain the amount of time available to 
the farm operator for off-farm work have been 
shown to affect participation in off-farm work (e.g., 
see Salant, Saupe, and Belknap). 
Measuring the Distribution of Income 
To examine intraregional differences in the distri-
bution of income by source, the income distribution 
among farm families in each region can be decom-
posed. The Gini coefficient frequently used in studies 
of income distribution can be used to summarize the 
degree of concentration of a given income dis-
tribution. Further, the Gini coefficient can be de-
composed by income source to illustrate the effects 
of alternative income sources on total income in-
equality. 
The approach adopted here to calculate Gini 
coefficients for total farm family income and for 
selected disaggregated sources of family income 
was suggested by Pyatt, Chen and Fei. This ap-
proach provides a formulation of the relationship 168    October 1987 
between the Gini coefficient for total family income 
and measures of inequality reflective of income 
earned from alternative income sources. Ahearn et 
al. used a similar approach to obtain estimates of 
these measures for a sample of U.S. farmers, but 
used grouped data analyzed at the national level. 
The Gini coefficients and measures of inequality 
calculated here are based on individual family data, 
with the analysis extended to the regional level. 
For individual family data, the Gini coefficient 
for total family income (Gt) equals the sum of the 
cross-products of three terms related to each of k 
income sources considered. These terms for the ith 
income source (i = l,..,k) are (1) the proportion of 
income from each income source in total income, 
Si; (2) the "pseudo" Gini coefficient for the 
distribution of the ith income source, G^ and (3) a 
correlation effect, R;, depending on the respective 
ranks of families according to total income and 
income from the ith source. These terms are de-






Sj = share of income from ith income source          
       as a proportion of total income;  
Yi= mean of total family income;  
      Y = mean of income from ith income source;       
p(Yj) = rank
2  of observations  by   ith  income 
             source; 
p(Y) = rank
2 of observations by total family income;  
Gi ="pseudo" Gini coefficient for income 
from ith income source;  
     n = number of observations;  
     YI = income from ith income source;  
RJ = correlation effect for ith income source. 




The three terms defined by equations (1) through 
(3) (i.e., GJ, RJ, SO are used to assess the effects of 
alternative income sources on total income in-
equality. Based on methodologies developed by 
Pyatt et al. and Lerman and Yitzhaki, the following 
relative measures are used in this study to analyze 
 
2  Observations are ranked in ascending order, with ties assigned 
an average rank.
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le income distribution among farm families more    
itensively: 
a) Proportional Contribution to Inequality (p^: Pi 
is given by the ratio of the ith income 
source's contribution to inequality to the overall 
Gini coefficient: 
(5) Pi = GiRiSi/Gt. 
b) Relative Inequality (It): Ii is the ratio of the 
proportional contribution to inequality to the 
ith source's share of total income, and can 
be written: 
(6)  Ij = (GiRjSi/Gt) - (I/Si). 
c)  Relative Marginal Effect (Mi): M; is the ith 
source's marginal effect relative to the overall 
Gini coefficient and is given by the difference 
between the proportional contribution to in-
equality and the share of total income from the 
ith source: 
(7)  Mi = (GjRiSi/G,) - {SO. 
t should be noted that the sum of the relative mar- 




Distributional Effects of Alternative Income 
Sources 
Fo estimate the Gini coefficients and related meas-
ures necessary to analyze the distribution of farm -
amily incomes in the U.S. and by region, data on 
"arm families from the 1985 March Current Pop-
ulation Survey were again used. The total incomes 
of farm families were decomposed by five sources 
of income and the contribution of each income 
source to total inequality was analyzed. The five 
:ypes of income analyzed included net farm in-
;ome, off-farm income from employment, off-farm 
.ncome from other sources, government source in-
come and "other income," as previously defined. 
Based on these data, the Gini coefficient for total 
income among U.S. farm families equals 0.476. 
;Table 2) This result is remarkably similar to the 
1966 Gini coefficient of 0.475 determined by Car-
lin and Reinsel for total farm family (cash) income. 
The result, however, is lower than the 1984 Gini 
:oefficient of 0.60 calculated by Ahearn et al. on ;he 
basis of total farm family (cash and noncash) 
income, but higher than the 1966 Carlin and Rein-
sel Gini coefficient of 0.414 for farm family well-
ueing based on estimates of farm family net worth. 
The inclusion of nonmonetary income and consid-
eration of net worth provide better indicators of 
farm family well-being, but data on nonmonetary 
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Table 2.    Contribution of Sources of Income to Overall Inequality Among U.S. Farm Families. 
  (1)  (2)  (3) (4) (5)  (6)
  Share  Pseudo Contribution Proportional Relative  Relative
  in  Gini to Total Contribution Inequality  Marginal
  Total  Index Inequality to Inequality Ratio  Effect
Income Source  (Si)  (Gt)  (GiRiSi)  (Pi)  (Ii)  (Mi) 
Off-farm income  0.204  1.328  0.141  0.296  1.451  0.092
Off-farm labor income 0.602 0.614 0.268 0.563 0.935  -0.039
INTDIV income
3 0.122 0.903 0.056 0.118 0.967 -0.004
Government income  0.043  0.886 0.002 0.004 0.093  -0.039
Other income  0.030  0.920 0.009 0.019 0.633  -0.011
Total family       
  income  1.000  0.476
b 0.476" ---  ---  --- 
Source of Income Data: Current Population Survey, March 1985. Reported incomes in the 1985 March Survey are for 1984. 
"INTDIV income includes rent, dividends, interest payments and trust income. 




income and net worth measures are not available 
from the CPS. The lower U.S. Gini coefficient 
determined in this study may indicate that farm 
Incomes are more unequally distributed when non-
monetary income is included than would be the case 
if cash incomes alone are considered. 
When the U.S. results are further disaggregated by 
region (Table 3), the Gini coefficients for the 
Northeast, South, West, and North Central regions 
are shown to range from 0.416 to 0.509. The results 
indicate a more equal distribution of income for 
farm families in the Northeast and South (Gini 
coefficients of 0.416 and 0.425) relative to family 
incomes of farmers in the West and North Central 
regions (Gini values of 0.482 and 0.509, respec-
tively). 
Tables 2 and 3 also indicate the share (proportion 
of total income) and pseudo Gini values for net farm 
income, off-farm income, and the other income 
sources considered. When farm income alone i$ 
considered, a very unequal distribution results, an 
observation substantiated by the pseudo Gini values 
for net farm income. The values exceed one
3 in the 
U.S. and in all regions. This results from the 
dichotomy that exists among farm families in the 
U.S.: many families that farm earn relatively low net 
farm incomes, while a few farm families earn high 
net returns from farming. These results indicate that 
net farm income is more unequally 
3 Since negative incomes are included, it is possible to get pseudo Gini 
values greater than 1. Pyatt et al. suggest that using negative incomes is 
justified for the approach used here if the average value of the particular 
source of income is positive for the entire population. Kinsey commenting 
on Ahearn et al., observed that a Gini coefficient calculated using negative 
incomes receded to zero will underestimate the inequality of income 
distribution. 
 
distributed among families reporting farm incomes 
than is total family income. 
Inequality is reduced when other sources of in-
come are considered. The pseudo Gini values re-
ported in column (2) of Tables 2 and 3 suggest that 
incomes from sources other than farming are re-
sponsible for reducing the inequality created by the 
net farm income component. The pseudo Gini values 
for off-farm labor income in particular are sig-
nificantly lower (0.414 to 0.635). As shown in 
Table 3, off-farm income from off-farm employ-
ment is more equally distributed in the West (a 
pseudo Gini of 0.414) relative to other regions of 
the U.S. where the pseudo Gini values range from 
0.568 to 0.635. For the U.S., the pseudo Gini for 
off-farm labor income equals 0.614. 
It is interesting to note that off-farm labor income 
contributes significantly to inequality on an abso-
lute basis due to the size of the off-farm income 
component in comparison to earnings from other 
sources. (See columns (3) and (4) of Tables 2 and 
3.) However, the relative inequality ratios (column 
(5)) indicate that, when compared to off-farm in-
come, net farm income contributes a greater pro-
portion to inequality among families than the 
proportion it contributes to total family incomes. 
This result holds true at both the national and re-
gional levels except in the South where off-farm 
income contributes a greater proportion to inequality 
among families. 
Finally, comparisons of the pseudo Gini values 
for income received as rent, dividends, interest 
payments, and trust income (INTDIV income); 
government transfer payments; and ''other income" 
indicate pseudo Gini values higher than for off-
farm income from employment but lower than 170    October 1987  NJARE 
Table 3.     Contribution of Sources of Income to Overall Inequality by Region Based on CPS 
Sample, 1985.                                                                                                                                                      
  (1) (2) (3) (4) (5) (6)
  Share  Pseudo Contribution Proportional  Relative Relative
  in  Gini to Total Contribution  Inequality Marginal
  Total  Index Inequality to Inequality  Ratio Effect
Income Source  (Si)  (Gi) (GiRiSi) (Pi) (Ii)  (Mi) 
Northeast:             
Net farm income  0.136  1.320 0.061 0.147 1.081 O.Oli
Off-farm labor income  0.688  0.568 0.308 0.740 1.076 0.052
INTDIV income
a  0.086  0.863 0.022 0.053 0.616 -0.033
Government income  0.058  0.891 0.010 0.024 0.414 -O.Q34
Other income  0.033  0.914 0.015 0.036 1.091 0.003
















North Central:             
Net farm income  0.229  1.378 0.183 0.360 1.572 0.131
Off-farm labor income  0.562  0.635 0.243 0.477 0.849 -0.085
INTDIV income
3  0.141  0.829 0.069 0.135 0.957 -0.006
Government income  0.046  0.887 0.008 0.016 0.348 -0.030
Other income  0.022  0.916 0.006 0.012 0.545 -o.oio 
Total family income  1.000  0.509
b 0.509
C ---  ---  ---
South:             
Net farm income 0.184 1.127 0.079 0.186 1.011 0.002
Off-farm labor income  0.640  0.577 0.288 0.678 1.060 0.038
INTDIV income*  0.101  0.843 0.039 0.092 0.911 -0.009
Government income  0.038  0.881 0.006 0.014 0.368 -0.024
Other income  0.040  0.924 0.014 0.033 0.825 -0.007





b 0.425° ---  ---  --- 
West:             
Net farm income  0.211  1.436 0.158 0.328 1.632 0.127
Off-farm labor income  0.611  0.414 0.268 0.556 0.910 -0.055
INTDIV income
3  0.118  0.829 0.050 0.104 0.881 -0.014
Government income  0.039  0.901 0.000 0.000 0.000 -0.039
Other income  0.032  0.913 0.007 0.015 0.469 -0.017
Total family income  1.000  0.482
b 0.482
b ---  ---  --- 
a,b,c Refer to data source and footnotes for Table 2. 
for net farm income. As indicated in Table 3, the 
pseudo Gini values range from 0.829 to 0.924 for 
these alternative income sources. These findings 
suggest that incomes from these sources are not as 
evenly distributed across farm families as off-farm 
income from employment but more evenly distrib-
uted than net farm income. 
Relative Marginal Effects 
The relative marginal effects estimated for each 
region provide valuable information to policymak-
ers, since these effects indicate the direction of 
changes in the regional income distribution within 
agriculture brought about by encouraging increases in 
income from a particular source. The relative 
marginal inequality values for the U.S. (Table 2) 
indicate that with the exception of income from 
farming, increases from each of the i income sources 
can be expected to reduce income inequality at the 
margin. Of these sources, off-farm income from 
employment and government transfer payments have 
the largest relative marginal effects. Proportional 
increases in net farm income can be expected to 
contribute to a more unequal distribution of income 
among farm families in the U.S. 
A comparison of regional differences indicates 
differences between those regions where farms are 
on average smaller and dual earners are more prev-
alent, i.e., the Northeast and South, and those re-
gions such as the West and North Central regions 
which are characterized by larger farms and perhaps 
fewer off-farm employment opportunities. The 
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sources in the West and North Central regions are 
similar in direction to the effects for the U.S. in 
total, but differ in magnitude. In both regions, the 
magnitudes of the relative marginal effects for net 
farm and off-farm income are higher than for the 
U.S. In the West and North Central regions a one 
percent increase in net farm income can be ex-
pected to increase Gt by approximately 0.13 (com-
pared to 0.09 for the U.S.), and thus contribute to 
greater inequality. A one percent increase in off-
farm income reduces the inequality measure by 
0.085 in the North Central region and by 0.055 in 
the West. This compares to a reduction of 0.039 for 
the U.S. in aggregate. 
These results reveal an interesting phenomenon 
that may be specific to these two regions. The pos-
itive relative marginal inequality values for net farm 
income show the effect of wide variations in the 
distributions of net farm income in these regions. 
Programs and technological improvements that 
contribute to higher net farm incomes may benefit 
families with large farm operations more than farmers 
operating small farms, resulting in a wider income 
gap between these two groups. On the other hand, 
policies and programs to increase incomes from 
off-farm sources will benefit low income farmers 
and lead to more equal distributions of income in 
the West and North Central regions. 
In contrast, an increase in either net farm or off-
farm income in the Northeast or South can be ex-
pected to increase income inequality at the margin 
among farm families. This outcome is surprising, 
but understandable given the structure of agricul-
ture and the greater prevalence of off-farm em-
ployment in these regions. In the Northeast and 
South greater proportions of families that farm are 
dual earner families, and in the South fewer farm 
families work exclusively at farming. As observed 
in Table 1, families in which one or both spouses 
work off-farm earn significantly higher total in-
comes on average than nonparticipants. 
In both the Northeast and South, it is likely that 
the total incomes earned by some part-time farmers 
exceed the incomes of middle and low income full-
time farmers. Hence, proportional increases in off-
farm labor income in these regions contribute to 
greater income inequality. The study results show 
that a one percent increase in net farm income in the 
South results in only a 0.002 increase in the Gini 
coefficient, whereas a one percent increase in off-
farm labor income increases Gt by 0.038. Similarly, 
in the Northeast these sources increase the 
inequality measure by 0.011 and 0.052, for one 
percent increases in net farm income and off-farm 
labor income, respectively. It is observed that in-
creases in government transfer payments reduce 
income inequality in all regions considered. Except 
in the Northeast, increases in rent, trust, interest and 
dividend income have relatively small impacts on 
inequality. 
Implications for Policy 
The results of this study emphasize that the income 
profiles of families that farm in the U.S. vary sub-
stantially. Some families rely principally on income 
from farming to support the farm family, with no 
income from off-farm employment. These families, 
which are found in greatest numbers in the North 
Central region and to the least extent in the South, 
are dependent principally on the farm operation 
alone and on traditional agricultural policies and 
programs. To the extent that government farm 
payments are tied to production, large, full-time 
farms benefit more from traditional agricultural 
programs than do small and medium-size farms. 
Many of the latter will find it difficult to survive in 
the long run without significant off-farm income or a 
restructuring of traditional farm programs to be 
based more on need and less on production. 
Among small and medium-size farms, the pro-
portion of family income earned off-farm has in-
creased significantly in recent years. It would be 
erroneous to assume that these farm families are all 
families with low net farm incomes that hold part-
time, off-farm jobs to survive in farming. Certainly, 
this is true for some families, those that are low 
income or capital deficient. Rural development 
programs that focus on human capital development 
(e.g., vocational-technical training and career ori-
entation programs) or serve to create and retain 
rural employment opportunities (i.e., rural em-
ployment creation, expansion, and retention pro-
grams) can help these families. Should some families 
eventually leave agriculture, previous employment 
off-farm can provide farm family members with the 
necessary skills and experience needed for transition 
to off-farm work. The provision of new jobs in rural 
areas also allows displaced farm families to remain 
in their rural communities. Rural development 
policies that encourage the development of off-farm 
rural employment opportunities serve to aid both 
low income families that leave agriculture and 
families that prefer to pursue dual employment on-
farm and off-farm. 
On the other hand, it appears that many families 
that farm and simultaneously work off-farm earn 
relatively high family incomes. However, it would 
be equally erroneous to assume that families that 
combine on-farm and off-farm work are all high 
income families who are principally interested in   
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pursuing a country lifestyle. Again, this may be 
true for some families employed off-farm, but not 
all. To the extent that these families are employed 
in rural jobs, rural development efforts to raise the 
incomes of rural people in general could benefit 
these families as well. 
The results of this study indicate that not only do 
the income profiles of farm families differ sig-
nificantly, but that increases in off-farm income 
have differential effects between regions as well. 
This is most likely a reflection of the dichotomy 
between low income and high income part-time 
farm families. In regions such as the Northeast and 
South where off-farm jobs may be more readily 
accessible, increases in off-farm income may ac-
tually contribute to greater income inequa'ity. In 
these regions, a larger proportion of families earning 
high total incomes are dual earner families where both 
the farm operator and spouse are employed off-
farm. In contrast, where full-time farming is the 
norm, off-farm employment (particularly among low 
income families) may lead to a more equal 
distribution of income among farm families. In-
creases in off-farm income from employment were 
shown to decrease income inequality in the North 
Central and West regions, while increases in net 
farm income contributed to greater inequality. 
Policymakers should recognize that rural devel-
opment programs as well as traditional farm pro-
grams serve farm families. Rural development 
programs should integrate agricultural development 
with economic development activities (But-tel; 
Hoiberg and Lasley) to better serve farm families and 
those rural industries on which farm families 
depend. 
At the same time, policymakers must be cog-
nizant of the dilemma created by the dichotomy 
between low income and high income farm families 
when assessing program options. Decision makers 
must recognize the prominent role played by off-
farm income in supplementing low net farm returns 
and reducing income disparity among farm fami-
lies, at least in some regions. Policies and programs 
should facilitate a smooth transition from farm to 
nonfarm occupations for farmers suffering farm in-
come losses, or encourage the alternative of com-
bining farm' and off-farm work. Programs that 
provide farm family members with skills consistent 
with available off-farm employment opportunities 
or facilitate the creation of off-farm jobs consistent 
with the time requirements of on-farm work should 
be encouraged. These programs would principally 
benefit farm families in need. 
It is also necessary to target programs to meet 
the needs of farming communities in different re-
gions. In recent years the impacts of low net farm 
incomes have been of major economic significance 
in farm-dependent regions where not enough non-
farm jobs exist for those who prefer to pursue dual 
employment or choose to leave agriculture alto-
gether. Two such regions identified here are the 
West and North Central regions. The negative signs 
of the relative marginal inequality effects for off-
farm income in these regions suggest that moti-
vating farmers to pursue off-farm employment is a 
desirable policy to reduce the existing income 
disparity among farm families. 
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